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EXPOSURE DRAFT 
PROPOSED STATEMENT ON STANDARDS FOR 
ACCOUNTING AND REVIEW SERVICES 
ASSEMBLY OF FINANCIAL STATEMENTS 
FOR INTERNAL USE ONLY 
SEPTEMBER 6, 1995 
Prepared by the AICPA Accounting and Review Services Committee for comment 
from persons interested in accounting and review services 
Comments should be received by December 3 1 , 1995, and addressed to 
Thomas P. Kelley, Group Vice President — Professional, ARSC File 9508, 
AICPA, 1211 Avenue of the Americas, New York, NY 10036-8775 
800097 
This exposure draft has been sent to — 
• Members who have asked to receive a copy of every exposure draft issued by one or 
more components of the AICPA. 
• Members of AICPA Council and technical committees. 
• State society and chapter presidents, directors, and committee chairpersons, w i th 
sufficient copies for the members of the committee that would normally be expected to 
comment. 
• Organizations concerned wi th regulatory, supervisory, or other public disclosure of 
financial activities. 
• Selected industry associations. 
• Members and others who ask to receive a copy. 
This exposure draft is also available in the library of AlCPA's Accountants Forum on CompuServe. 
Copyright © 1995 by American Institute of Certified Public Accountants, Inc. 
Permission is granted to make copies of this work provided that such copies are for personal, 
intraorganizational, or educational use only and are not sold or disseminated and provided further that each 
copy bears the following credit line: "Copyright © 1995 by American Institute of Certified Public 
Accountants, Inc. Used with permission." 
Any individual or organization may obtain one copy of this document without charge until the end of the 
comment period by writing to the AICPA Order Department, Harborside Financial Center, 201 Plaza Three, 
Jersey City, NJ 07311-3881. 
1211 Avenue of the Americas 
New York, NY 10036-8775 
(212) 596-6200 
Fax (212) 596-6213 
September 6, 1995 
Accompanying this letter is an exposure draft, approved by the Accounting and Review Services 
Committee (ARSC), titled Assembly of Financial Statements for Internal Use Only. When final, this 
proposed Statement would provide an exemption from Statement on Standards for Accounting and 
Review Services (SSARS) 1, Compilation and Review of Financial Statements (AICPA, Professional 
Standards, vol. 2, AR sec. 100), for financial statements assembled for internal use only. A summary 
of the significant provisions of the proposed Statement accompanies this letter. This letter explains why 
ARSC decided to issue this proposed Statement. 
Rapid advances in information technology and low-cost software now enable even the smallest entity 
to record its transactions and prepare its own financial statements. Nevertheless, many nonpublic 
entities look to their CPAs for varied accounting and business advisory services that often include 
assistance in the preparation of financial statements intended solely for management's use. For 
example, some seek assistance because they believe it is cost-effective to outsource their controllership 
or data processing tasks. Others need assistance in adjusting the books of account, analyzing their 
accounting data, and assembling their financial statements. For the reasons discussed below, ARSC 
believes that the requirements of SSARS 1, as amended, make it difficult for CPAs to provide their 
nonpublic clients with these needed services in a timely, cost-effective manner. 
Based on focus group sessions and discussions with members, ARSC believes that many nonpublic 
entities do not require financial statements that comply in all material respects with generally accepted 
accounting principles or another comprehensive basis of accounting to meet their ongoing internal 
managerial needs. However, current standards require the CPA to perform a compilation and to issue 
a report that includes a separate paragraph describing departures from such principles. Moreover, the 
issuance of the compilation report can add unnecessary costs when the CPA has to adhere to quality 
control procedures designed for compilation reports that may be used by third parties. Also, coping with 
the logistics of providing a report on firm letterhead while working at the client's location can delay the 
process. 
ARSC also notes that existing standards, coupled with advances in technology, have created a situation 
whereby the decision on whether to issue a compilation report may hinge on who instructs a computer 
to print the entity's financial statements. For example, a CPA may review from a remote location, via 
modem, an entity's trial balance and suggest appropriate adjustments. If the CPA were to download 
the entity's trial balance into his or her computer, post the adjustments and print the financial 
statements, it would be clear that the CPA should attach a compilation report to those statements 
before submitting them to the client. On the other hand, if the client posted the adjustments proposed 
and printed the financial statements using his or her computer, no compilation report would be required. 
This is so even though the professional services rendered in each situation are the same in substance. 
Moreover, SSARS 1, as amended, permits the client who prints financial statements using his or her 
own computer or who fills in pro forma financial statements supplied by the CPA to then ask the CPA 
to type or reproduce those statements on plain paper, without modification, as an accommodation to 
the client. Again, no compilation report would be required. ARSC believes that professional standards 
should be easily understood and should not be subject to wide variances in their application based on 
technicalities. 
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The existing attestation standard for financial forecasts and projections provides an exemption from the 
requirements of that standard when the accountant merely assembles prospective financial statements 
that are not reasonably expected to be used by a third party. (See AICPA, Professional Standards, vol. 
1, AT sec. 200.) Using that standard as a general precedent, ARSC proposes to exempt the assembly 
of financial statements for internal use only from the requirements of SSARS 1, provided the CPA has 
a written understanding with the client as to the nature and limitations of the service. 
CPAs who wish to continue to comply with existing compilation standards in the conduct of their 
practice could still do so even if this exposure draft is issued as a final Statement on Standards for 
Accounting and Review Services. 
Comments or suggestions on any aspect of this exposure draft will be appreciated. To facilitate ARSC's 
consideration of responses, comments should refer to specific paragraphs and include supporting 
reasons for each suggestion or comment. 
Written comments on the exposure draft will become part of the public record of the AICPA Accounting 
and Review Services Committee and will be available for public inspection at the offices of the AICPA 
after February 1, 1996, for one year. Responses should be sent to Thomas P. Kelley, ARSC File 9508, 
AICPA, 1211 Avenue of the Americas, New York, NY 10036-8775, in time to be received by December 
3 1 , 1995. 
Sincerely, 
Thomas P. Kelley 
Chair Group Vice President 
Accounting and Review Services Committee Professional 
Wanda Lorenz 
SUMMARY 
Why Issued 
The Accounting and Review Services Committee is issuing this proposed Statement for the reasons set 
forth in the preceding letter. In brief, those reasons are as follows: 
• Every entity needs timely financial information for management's use but management may 
not need that information in the form of financial statements that comply in all material 
respects with generally accepted accounting principles (GAAP) or another comprehensive 
basis of accounting. Many large public companies obtain this kind of information by using 
a "soft close," which eliminates many adjustments required for GAAP financial statements. 
However, Statement on Standards for Accounting and Review Services (SSARS) 1 requires 
the CPA for a small, nonpublic entity to issue a compilation report that describes departures 
from such principles. Moreover, SSARS 1, combined with CPA firm quality control 
procedures designed for compilation reports that may be used by third parties, adds cost 
and delay to the process of providing clients with the service they need. 
• Existing compilation standards, coupled with advances in technology, have created a 
situation where the decision on whether to issue a compilation report may hinge on 
technicalities such as who instructs a computer to print the financial statements and, as a 
result, have created wide variances in practice. 
What It Does 
The proposed Statement is conceptually consistent with the "assembly" provisions of the attestation 
standard governing forecasts and projections. It would — 
• Define the assembly of financial statements. 
• Provide an optional exemption from the requirements of SSARS 1, including its reporting 
requirements, for the unaudited financial statements of a nonpublic entity assembled for 
internal use only. 
• Require a written understanding with the nonpublic entity when the accountant is engaged 
to assemble financial statements for internal use only. 
• Provide an optional legend for each page of the financial statements indicating that they are 
restricted to internal use only, with a reference to the engagement letter. 
How It Affects Existing Standards 
This proposed Statement would not affect existing standards for the compilation or review of financial 
statements. 
PROPOSED STATEMENT ON STANDARDS FOR 
ACCOUNTING AND REVIEW SERVICES 
ASSEMBLY OF FINANCIAL STATEMENTS FOR INTERNAL USE ONLY 
1. This Statement provides an exemption from Statement on Standards for Accounting and Review 
Services (SSARS) 1, Compilation and Review of Financial Statements (AICPA, Professional Standards, 
vol. 2, AR sec. 100), as amended, for financial statements assembled for internal use only. However, 
this Statement does not preclude an accountant from complying with SSARS 1 whenever the 
accountant submits unaudited financial statements to a nonpublic entity. 
2. An assembly of financial statements is defined for purposes of this statement as follows: 
Providing various manual or automated bookkeeping or data processing services the 
output of which is in the form of financial statements intended for internal use only. 
The function of assembling financial statements may include preparing a working trial 
balance, assisting in adjusting the books of account, and consulting on accounting 
matters. Assembly does not refer to the mere typing or reproduction of client-prepared 
financial statements. 
3. The accountant should perform a compilation or review of financial statements and should issue a 
report prepared in accordance with the applicable standards in SSARS 1 whenever the accountant (a) 
submits to a client that is a nonpublic entity unaudited financial statements of that entity that are, or 
reasonably might be, expected to be used by another (third) party or (b) reports on the unaudited 
financial statements of a nonpublic entity. In deciding whether the financial statements are, or 
reasonably might be, expected to be used by a third party, the accountant may rely on management's 
written representation without further inquiry, unless information comes to his or her attention that 
contradicts management's representation. If such third-party use of the financial statements is not 
reasonably expected, the provisions of SSARS 1 are not applicable unless the accountant has been 
engaged to compile or review the unaudited financial statements that he or she has assembled or 
assisted in assembling. 
4. The accountant who assembles unaudited financial statements pursuant to the exemption provided 
by this Statement should establish a written understanding with the entity regarding the services to be 
performed. This written understanding should include a description of the nature and limitations of the 
services to be performed and a confirmation of management's representation and agreement that the 
financial statements are for internal use only. The understanding should also provide that the 
engagement cannot be relied upon to disclose errors, irregularities, or illegal acts. Appendix A presents 
an example of an engagement letter. 
5. The accountant may wish to include a reference on each page of the financial statements such as 
"Restricted to Internal Use Only — See Engagement Letter Dated [Date]." 
6. If the accountant becomes aware that financial statements he or she has assembled for internal use 
only are in the hands of third parties, the accountant should so advise the client and should consider 
notifying the third parties and other appropriate actions, preferably in consultation with his or her 
attorney. 
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7. If the accountant wishes to enclose a transmittal letter to the client with the assembled financial 
statements, the letter should be limited to (a) an identification of the financial statements enclosed, (b) 
a reference to the fact that they are for internal use only pursuant to the terms of the engagement 
letter, and (c) comments of a business advisory nature to which the accountant wishes to draw the 
client's attention. Language or style similar to that used for a compilation report should be avoided to 
reduce any possible risk of misunderstanding. An example of a transmittal letter is presented in 
Appendix B. 
8. This Statement will be effective upon issuance. 
8 
APPENDIX A 
ASSEMBLY OF FINANCIAL STATEMENTS FOR INTERNAL USE ONLY -
ILLUSTRATIVE ENGAGEMENT LETTER 
[Appropriate Salutation] 
This letter is to confirm our understanding of the terms and objectives of our engagement to provide 
accounting services during 199X, the output of which will be in the form of {monthly/quarterly/other 
frequency) unaudited financial statements assembled for internal use only. [This illustrative letter does 
not deal with other services that might be provided, such as compilation, review or audit of the annual 
financial statements; consultation on various matters; and preparation of payroll and income tax 
returns.] 
We will perform the following services [selected illustrations]: 
• Assist you in recording transactions on a (monthly/quarterly/other frequency) basis. 
• Prepare a trial balance from your accounts and journals. 
• Assemble that information in the form of financial statements. 
• Provide comments of a business advisory nature. 
We do not undertake to, and will not, provide any opinion or form of assurance on the financial 
statements we assemble in connection with these services and, accordingly, we do not undertake to 
make inquiries or perform other procedures to verify, corroborate, or review information supplied by 
you. In addition, those statements may [will] contain departures from generally accepted accounting 
principles or another comprehensive basis of accounting.1 
Notwithstanding these limitations, you represent that the (monthly/quarterly/other frequency) financial 
statements we will assemble will provide you with information that you can use in managing the 
entity's business. This is because you have the knowledge of the business' day-to-day affairs that will 
allow you to place that information in the proper context and that will help you to identify questions 
about material matters when appropriate. Further, you represent and agree that their distribution will 
be limited to those internal persons with similar knowledge. 
Our engagement to provide accounting services cannot be relied upon to disclose errors, irregularities, 
or illegal acts, including fraud or defalcations, that may exist. 
[Covenant not to sue, indemnification and hold harmless clause — optional] 
In view of the limitations described above, you agree not to take, or assist in, any action seeking to 
hold us liable for damages on account of any deficiency in the financial statements we assemble and 
you agree to indemnify and hold us harmless from any liability and related legal costs arising from third-
party use of those financial statements in contravention of the terms of this engagement letter. 
Our fees for these services.... 
1The accountant is not precluded from listing departures from the basis of accounting used of which he or 
she is aware that would be expected to have a material effect on the financial statements. 
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We shall be pleased to discuss this letter with you at any time. 
If the foregoing is in accordance with your understanding, please sign the copy of this letter in the 
space provided and return it to us.2 
Sincerely yours, 
[Signature of accountant] 
Accepted and agreed to: 
XYZ Company 
President 
Date 
2Management's signed acceptance and agreement is required — see paragraph 4 of this Statement. 
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APPENDIX B 
ASSEMBLY OF FINANCIAL STATEMENTS FOR INTERNAL USE ONLY --
ILLUSTRATIVE TRANSMITTAL LETTER 
[Appropriate Salutation] 
Enclosed are financial statements for XYZ Company as of [date]. These statements have been 
assembled for internal use only, pursuant to the terms of our engagement letter dated [date] to provide 
accounting services. 
[Comments of a business advisory nature may be included in a separate paragraph(s).] 
Please call us at your convenience to discuss any questions or comments you might have. 
Sincerely yours, 
[Signature of accountant] 
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